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THE CHASE MANHATTAN BANK 


The economy has moved onto new high ground. 
Despite the shadows cast by the possibility of a steel 
strike and the uncertainties surrounding the Berlin situa- 


tion, production and employment have continued to 
advance. 


q@ Gross national product may be close to a rate of 

~ $475 billion in the second quarter. That would consti- 

tute an advance of 10% in the past year. It would place 

‘total production measured in constant dollars 4% above 
the previous high in the third quarter of 1957. 


q Industrial production has risen almost one-fifth 
in the past year and is 4% above the 1955-56 average. 


@ The number of people at work has increased by 
more than 2 million in a year. 


Nevertheless, unemployment remains a serious prob- 
, lem. The April figures showed that 3.6 million persons 
were seeking jobs. On a seasonally adjusted basis, the 
April unemployment rate worked out to 5.3%. 


For perspective, it is important to remember that a 

_ certain amount of unemployment is inevitable in a large, 

ha é diverse and growing economy. The unemployment 

Statistics include people who are moving from job to 

job, workers who are laid off temporarily, and persons 

(such as housewives, students, actors and actresses) 
who move into and out of jobs irregularly. 

For these reasons, the concept of high-level employ- 
ment, or “full-employment”, is hard to define. Yet ex- 
perience in recent years shows that an unemployment 
rate of 4-4%% persists in times of high-level economic 
activity. It is clear that there have been more job open- 
ings than qualified job-seekers at such times. 

Consequently, the problem ahead is to provide the 
number of new jobs necessary to bring the unemploy- 
ment rate down to a 4-4%% level. Since the labor force 
grows by about 900,000 a year, this means that some 
1% million new jobs need to be created in the year ahead. 


- To provide this number of jobs a rise of more than 
5% in gross national product would be required, lifting 
the annual rate to more than $500 billion by early 1960. 


Experience in past business cycles shows that such an 
objective is feasible. 

Moreover, recent developments in key areas of the 
economy show that the momentum of the recovery is as 
yet unchecked. The recent McGraw-Hill Survey indi- 
cates that business investment in new plant and equip- 
ment is gaining strength. 

@ The Survey shows that current plans call for a 

7% increase in investment this year as compared with 

1958. Various surveys taken in the past six months 


have shown a steady increase in plans for 1959 in- 
vestment. 


@ Research and development expenditures are esti- 
mated at $9 billion this year, 11% above last year and 
double the figure 5 years ago. 


q@ Plans of manufacturing companies for 1959 and 
1960-62 show that 65% of capital expenditures are 
earmarked for replacement and modernization and 
35% for expansion. This compares with a 50-50 ratio 
in the 1955-57 period. 


q Significantly, the Survey reveals that plans for 
capital investment in 1960 are slightly higher than the 
1959 total. And advance plans for 1961-62 are only 4% 
below 1959-60. Experience suggests that plans for 
periods beyond a year understate actual results. 


Consumer markets are also displaying increasing 
strength. Total retail sales in April were 9% above a 
year earlier and 5% above the fourth quarter of 1958. 
Each month this year has registered a gain. 

Auto sales have been improving, too. April sales of 
U. S. and foreign cars ran to 502,500 units. Some in- 
dustry spokesmen are talking in terms of sales for the 
year of 5.5-5.7 million domestic cars and 500 to 600 
thousand imports. 


These developments in business investment and con- 
sumer markets point to a continued advance in produc- 
tion and employment. The pace of the rise may slow in 
the third quarter because of difficulties in steel. But 
the interruption should be temporary, and prospects for 
a renewal of a more vigorous expansion later in the year 
appear favorable. 
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Investment is again expanding. Businesses are step- 
ping up their capital outlays, home building is running 
at near-record levels, and inventory accumulation is 
under way. Moreover, a further increase seems probable 
if the economy is to reach its full potential in the months 
ahead. In the longer run, our ability to carry the 
burdens of defense and leadership of the free world, 
and, at the same time, to raise living standards at home 
will depend upon a high level of productive investment. 

Can we save enough to support these investment 
needs? The growth in savings institutions has slowed 
in recent months, and consumer debt is rising. Do 
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these trends suggest a reduced willingness to save? No 
hard and fast answer is possible. But past experience ae 
sheds light on the forces at work. 


Who Does the Saving? 


Most broadly defined, savings in any period are equal 
to the portion of the nation’s output that is not currently 
consumed. These savings flow through three channels, 


e Personal savings — the net increase in financial and 
tangible assets of individuals and unincorporated busi- 
nesses. In 1958, these groups saved $21 billion, about 
the same as during the two previous years. 


e Corporate savings—in the form of retained earn- 
ings. In 1958, with the recession cutting into profits, 
retained earnings dipped to about $5% billion, the 
lowest since 1946. 


e Capital consumption allowances — deductions from 
the income stream to allow for the depreciation of 
plant, equipment and housing. These allowances 
reached a record $39.6 billion in 1958. 


In total, these three sources of private savings 
amounted to $66 billion last year, slightly less than in 
1957, but well above any earlier year. However, govern- 
ments — Federal, State, and local—by running a com- 
bined deficit of $10 billion absorbed over 15% of these 
savings. 


The Government Fiscal Position 


The most volatile element in the savings picture .is 
the Federal Government. Since World War II, there have 
typically been large deficits in recession years and sur- 
pluses in years of high prosperity. These deficits and 
surpluses have alternately absorbed private savings and @ 
released additional funds for private investment. 


e Such a pattern partly reflects the operation of 
“built-in stabilizers”. In recession periods, unemploy- 
ment benefits and other social security payments 
rise as workers lose their jobs or retire early. At the 
same time, declining incomes reduce tax revenues. 


e In addition, Congress has expanded spending pro- 
grams or cut tax rates during each of the postwar 
recessions. Examples were reductions in income taxes 
in 1948 and 1954, and increased spending for housing 
and highways in 1958. 


Business expansion is now bringing a rapid rise in 
taxable income. Federal expenditures appear to be 
leveling off, albeit at a very high level. Thus, if tight 
reins are held on spending programs, the budget may 
return close to balance during the next fiscal year. In 8 
that event, even if private savings rose not at all, roughly 
$8-9 billion more would be available to support private 
investment than during the past year. 
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Surge in Corporate Savings 


Retained earnings have not grown consistently over 
the postwar period. Relative to the expansion of the 
economy, there has been a striking decline. From 1955 
] |) through 1958, retained earnings, after adjusting for the 
valuation of inventories, were only 1.9% of the Gross 
National Product, roughly half of the percentage during 
the four year period 1947 to 1950. 

Superimposed on that trend have been sharp fluctua- 
tions from year to year. Profits usually rise rapidly 
in the early stages of a business expansion, and the 
current period is no exception. Even with tax liabilities 
and dividends now rising, retained earnings this year 

} (® could nearly double the 1958 figure. 

Moreover, rising depreciation allowances are helping 
to swell savings. With the capital stock of the country 
growing, those allowances have increased by about $2 
billion a year since 1946. It is worth remembering, how- 
ever, that provision for “wear and tear”, based upon 
historical cost, cannot assure replacement of the existing 

L¢ capital stock during a period of rising prices, much less 
provide for net additions to capital. 


Over the years, personal savings have grown pretty 
much in line with incomes. In the short-run, however, 
there have been significant fluctuations, both in the 
total and in its components. 


\ ‘ e Attracted by higher rates, individuals put record 

amounts in savings deposits and savings and loan 
shares from 1955 through 1957. Then, that type of 

‘ . saving shot up to an even higher peak of $14.3 bil- 

lion in 1958, when recession worries put a premium 

on savings in liquid form. 

e Security holdings rose rapidly through 1957. But 


buying then slowed almost to a standstill in 1958 in 
the face of market and economic uncertainties. 


e A reduced availability of mortgage funds limited 
investment in homes and slowed the rise in mortgage 
debt from 1955 to 1957. Consumer debt also grew less 
rapidly after 1955. 


These sharp shifts in the past pattern of personal 
savings suggest that rising debt totals and the slowing in 
the growth of savings deposits in recent months must be 
interpreted with care. Preliminary data indicate, in fact, 
that aggregate personal savings increased in the first 
quarter. Apparently, individuals are now choosing to 
place more of their savings in tangible assets — particu- 
larly homes — or directly in the securities markets. 


Savings and Inflation 


For any past period, total savings — private and gov- 
ernment — must equal total new investment. Both are 
measures of the difference between output and con- 
sumption. What is important is not the statistical equal- 
ity, but how the balance is reached. 

In the first place, no single part of the economy in- 
vests an amount precisely equal to its own savings. The 
function of the financial system is to see to it that the 
surpluses of some groups are made available to finance 
the investment needs of others. The predominant flow 
is from individuals to businesses, either through finan- 
cial institutions or directly. At the same time, there 
are many criss-crossing flows between individuals, busi- 
nesses, and governments. Disturbances in the market 
mechanism, by inhibiting these flows of funds, could 
cause a contraction in both savings and investment. 

Moreover, the economy must voluntarily save enough 
to match what it plans to invest. Otherwise, in periods 
of prosperity, the efforts to invest more, and to main- 
tain consumption as well, will bring an inflationary 
price rise, since sufficient resources will not be available 
to meet the demands. 

Clearly, inflation can not be an acceptable means for 
increasing investment. In the end, it is self-defeating, 
striking at the heart of incentives to save and stimulat- 
ing speculative excesses. Nor can tight money policies 
or other measures directed at cutting back investment 
solve, in a fully satisfactory manner, the problem of a 
shortage of savings. 

In the end, there is no effective substitute for larger 
voluntary saving, combined with curbs on non-essential 
government spending. Recent savings trends are not 
discouraging — but the potential needs are huge. 


One of the more dramatic developments of the past 
year has been the remarkable comeback in housing. 
After a three-year decline, the seasonally adjusted annual 
rate of housing starts rose from 915,000 in early 1958 to 
1,430,000 in December, an increase of more than 55%. 
Starts have held close to that rate so far this year. 

The recent upsurge in housing comes after 12 years 
during which: 

e Nearly 14 million new dwelling units were built 
at an outlay of almost $140 billion. 


e More than $100 billion was spent to alter and 
modernize existing homes. 


In view of this record, can we expect the present high 
level of housing starts to be maintained? For an answer, 
look first at the basic factors underlying housing demand. 


Basic Demand is Strong 


While we have gone a long way towards making up 
for the housing deficit inherited from the Depression 
and War years and meeting the needs of a growing, 
prosperous nation, most evidence indicates that the basic 
demand for housing is still strong. 

Perhaps the most important force in maintaining de- 
mand is the desire of Americans to improve their living 
standards. Interviews by the Survey Research Center 
at the University of Michigan indicate that about 40% 
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SPOTLIGHT ON HOUSING 


of American families would like to move to different 
homes. Of those who have moved in recent years, about 
two-thirds have done so because they wanted a better 
home in a more attractive neighborhood. And, accord- 
ing to the latest survey, 9.3% of all spending units are 
planning to buy a home in 1959—the highest ratio 
since 1955-56. 

Further evidence that we are not overbuilt can be 
seen in the stability of vacancy rates. Since 1955, houses 
for rent or for sale in metropolitan areas have ranged 
between 2.0 and 2.5% of all dwelling units. In the rural I 
areas, where the decline in the farm population is a sig- ‘ 
nificant factor, there has been some tendency for vacancy 
rates to rise. 


Shifting Demand 


While overall demand seems high, there are signs of 
a shift in the character of demand. Interest is particu- 
larly strong in low to moderate-cost housing. The market @ 
for smaller houses and apartments seems to be growing. 


e In 1958, for example, the average selling price of a 
one-family home dropped for the first time in the 
postwar period. This was due to an increase in the 
number of low and moderate-priced homes financed 
primarily through FHA and VA programs, rather than 
to any drop in building costs. 

e Similarly, apartment house building has been at @ 
high levels. Starts of multi-family units rose 40% in 
1957 (against a 12% decline for single family units) 
and another 44% in 1958. Currently, apartments ac- 
count for almost one-fifth of all housing units started. 


Trends in population point to an acceleration of these : 
tendencies. In the next few years, the number of house- hi 
holds headed by 30-45 year old persons will show ittle 5s 
increase. But there will be a big jump in the number 
under 30 and over 55. These age groups generally want 
smaller homes or apartments. 


Short-term Factors 


Despite a strong basic demand, homebuilding has 
undergone sharp fluctuations. These have been primarily 
due to changes in money markets which have made FHA 
and VA mortgages, with their fixed-interest rate ceilings, 
unattractive in times of active business and tight money. 
The flow of funds into conventional mortgages has dis- 
played great stability. 

So far this year funds have been generally available 
for FHA, VA and conventional mortgages. In fact, there 
has been a marked rise in conventional mortgages held 
by savings institutions and commercial banks. 

If competing demands for funds by business should 
increase in the months ahead, mortgage credit would 
tighten. However, the sort of squeeze that developed 
in the 1955-57 period could be moderated if interest 
rates on FHA and VA mortgages are kept realistic. 
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HOW THE RECENT RISE COMPARES TO THAT IN PREVIOUS CYCLES 
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SPOTLIGHT ON HOUSING 


One of the more dramatic developments of the past 
year has been the remarkable comeback in housing. 
After a three-year decline, the seasonally adjusted annual 
rate of housing starts rose from 915,000 in early 1958 to 
1,430,000 in December, an increase of more than 55%. 
Starts have held close to that rate so far this year. 

The recent upsurge in housing comes after 12 years 
during which: 

e Nearly 14 million new dwelling units were built 

at an outlay of almost $140 billion. 


e More than $100 billion was spent to alter and 
modernize existing homes. 


In view of this record, can we expect the present high 
level of housing starts to be maintained? For an answer, 
look first at the basic factors underlying housing demand. 


Basic Demand is Strong 


While we have gone a long way towards making up 
for the housing deficit inherited from the Depression 


of American families would like to move to different 
homes. Of those who have moved in recent years, about 
two-thirds have done so because they wanted a better 
home in a more attractive neighborhood. And, accord- 
ing to the latest survey, 9.3% of all spending units are 
planning to buy a home in 1959—the highest ratio 
since 1955-56. 

Further evidence that we are not overbuilt can be 
seen in the stability of vacancy rates. Since 1955, houses 
for rent or for sale in metropolitan areas have ranged 
between 2.0 and 2.5% of all dwelling units. In the rural 
areas, where the decline in the farm population is a sig- 
nificant factor, there has been some tendency for vacancy 
rates to rise. 


Shifting Demand 


While overall demand seems high, there are signs of 
a shift in the character of demand. Interest is particu- 
larly strong in low to moderate-cost housing. The market 
for smaller houses and apartments seems to be growing. 


and War years and meeting the needs of a growing, 
prosperous nation, most evidence indicates that the basic 
demand for housing is still strong. 

Perhaps the most important force in maintaining de- 
mand is the desire of Americans to improve their living 
standards. Interviews by the Survey Research Center 
at the University of Michigan indicate that about 40% 


e In 1958, for example, the average selling price of a 
one-family home dropped for the first time in the 
postwar period. This was due to an increase in the 
number of low and moderate-priced homes financed 
primarily through FHA and VA programs, rather than 
to any drop in building costs. 


e Similarly, apartment house building has been at @ 
high levels. Starts of multi-family units rose 40% in 
1957 (against a 12% decline for single family units) 
and another 44% in 1958. Currently, apartments ac- 
count for almost one-fifth of all housing units started. 
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THE STOCK MARKET PERSPECTIVE 


HOW THE RECENT RISE COMPARES TO THAT IN PREVIOUS CYCLES 


Since its low in December 1957, Standard 
& Poor’s Industrial Stock Average has risen 
more than 40%. The value of all listed shares 
on the New York Stock Exchange has moved 
from $196 billion to $294 billion. 


How does one evaluate this rise? There is 
no simple answer. However, it is helpful to 
have past relationships in mind in attempting 
to appraise the future. Thus, the charts on 
this page compare recent trends in stock 
market averages with long-term trends and 
show how price-earnings and dividend-interest 
rate ratios line up against the historic record. 
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Consumers have been doing well financially in recent 
months. 

e Personal incomes are now 5% above their former 

peak. They have risen $20 billion in a year. 

e During this period, consumer prices have been vir- 

tually stable. Thus, rising incomes have been trans- 

lated into greater purchasing power. 

e And consumers at the end of 1958 had $275 billion 

in liquid assets, while consumer credit was lower in 

relation to income than at any time since 1955. 


Thus, consumers would appear to be in a position to 
increase their expenditures and, if they chose to, even 
go on a buying spree. To assess the possibilities of such 
a development, it is useful to examine past trends. 


iE EXPENDITURES ARE MORE SENSITIVE TO 
CHANGES IN INCOME THAN OTHERS 


The long-term relationship between consumer income 
and expenditures has been remarkably stable in years of 
good business. During the period 1909 to 1929, and 
again in the postwar period, consumers spent about 
94% of their after-tax income and saved 6%. There is no 
evidence of a long-term rise in the savings ratio. 

This is significant. For many years it was believed 
that as incomes rose the proportion saved would increase. 


The idea was that families in the higher income brackets, 


saved more than the average. It was argued that as 


more families moved up the income scale, the savings- 


to-income ratio would rise. Therefore, it was thought 
that it would be necessary to take steps to spur con- 
sumption and restrain savings. 


INCOME AND CONSUMER MARKETS 


Things have not worked out that way. The propor- 
tion of families with incomes over $4,000 (in today’s 
prices) has more than doubled in the last thirty years. 
The proportion with incomes over $6,000 has more than 
tripled. Yet the savings rate has not increased. Clearly, 
the consumer’s wants have multipled just as rapidly as 
his means. 


Short-term Fluctuations 


However, in the short run, the percent of income 
spent has varied. In 1947, for example, consumers 
spent 97% of their income as they replenished war-de- 
pleted stocks. In 1952, the figure was only 92%. Since 
consumer purchases bulk so large — two-thirds of our 
total output of goods and services — even slight varia- 
tions in the ratio are important. 

Why do consumers alternately splurge and save their 
incomes? What motivates these mass shifts in behavior? 

Seeking answers to these questions, the Survey Re- 
search Center at the University of Michigan has 
conducted surveys of a carefully selected sample of 
consumers for more than a decade. The Center's 
analysts believe that people’s expectations about their 
own financial situation and general business conditions 
play a key role in spending decisions. As a method of 
summing up these findings, an “Index of semana has 
been constructed. 

In early 1954, the Index showed that people were 
shifting from caution to confidence. Consumer spending 
rose $4 billion between the end of 1953 and mid-1954 
while after-tax income rose only $1 billion. 

The current picture is similar to that in 1954-55, 
though somewhat less exuberant. During the first half 
of 1958, the Index showed that the decline in confidence} 
which began at the end of 1956, was halting. By early 
1959, people were about as optimistic as they had been 
early in 1955. This time, however, the return of con- 
fidence came much later in the recovery period. 

A second difference is that in 1954 all the consumer 
attitudes included in the Index were favorable. Now, 
price expectations are placing a drag on confidence. 
Over 60% of consumers expect prices to rise, 4 times 
the figure in 1954. Consumers generally regard inflation 
as a pessimistic factor —they feel that it means that 
more of their incomes will have to be earmarked for 
necessities so less will be available to buy durable goods. 

In general, the surveys of consumer markets point to 
continued strength. Continued stability in the Consumer 
Price Index would contribute to consumer optimism. 

The Michigan Survey also gives us some clues as to 
what consumers want. It shows that more people plan 
to improve their homes through major repairs and altera- 
tions this year than at any time in the past ten years. 
Intentions to buy homes and used cars are at near-record 
levels. But, plans to buy new cars, furniture and ap- 
pliances are less widespread than in 1955. 
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AS INCOME RISES, A SMALLER % IS SPENT ON FOOD; 
MORE ON CLOTHING, CARS AND HOME FURNISHINGS 
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Projecting Past Patterns 


Another approach used in measuring consumer 
markets is that of projecting past patterns of consumer 
purchases. This is indeed a difficult process. Studies 
show that innumerable combinations of economic, 
sociological and psychological variables influence con- 
sumer behavior. 

Income, for instance, affects not only total spending, 
but also the selection of items. As incomes rise, the pro- 
portion spent on food declines. A 1956 Life Magazine 
study showed that the average family in the under 
$2,000 bracket spent 36% of its income on food, as against 
24% for families making $10,000 or more. The difference 
was made up by higher proportions for clothing, auto- 
mobiles and home furnishings in the upper brackets. 

Nevertheless, the remarkable thing is not the differ- 
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ences in budgets at various income levels, but their 
similarity. Even the lowest brackets budget something 
toward many durable goods that would have been con- 
sidered luxuries not so long ago. 

Seventy percent of all families now own a car. At the 
beginning of the year, 98% of all wired homes had 
refrigerators, 96% had electric washers and 89% had TV. 
Rising incomes and mass production have put most 
products within the reach of nearly every family. The 
major changes as families move up the income scale 
are not so much new kinds of products, but better qual- 
ity products. 

Moreover, another influence has operated to broaden 
and deepen consumer markets. The familiar pyramid 
of income distribution, with fewer people in each 
bracket as the income scale ascends, has disappeared. 
In its place, we now have a diamond shape. Seven out 
of ten American families now have incomes between 
$3,000 and $15,000. These families constitute the heart 
of the consumer market. 

An important factor in the changing distribution of 
income has been the increase in the number of families 
with more than one breadwinner. More than one-fifth 
of the families in the lowest income bracket have two 
or more workers — and so do well over half of families 
in the $7,200 and over category. Clearly, the incentives 
and the opportunities for married women, young persons 
and older persons to take jobs have been an important 
influence in the postwar period. 

At the same time, these developments in broadening 
the middle-income market make it difficult to project 
past trends in consumer spending in a meaningful fash- 
ion. The problem confronting businesses which mer- 
chandise consumer products is to keep abreast of the 
changing needs and standards of the vast new middle- 
income market. If this can be done successfully — 
by producing attractive products at attractive prices — 
there is every reason for confidence that consumer mar- 
kets will expand in such manner as to support the 
growth of the general economy. 


FAMILY CHARACTERISTICS VARY AT DIFFERENT INCOME LEVELS 
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Paper goes everywhere 
...and commercial banks help keep it moving 


A friendly message crosses a 
thousand miles on a slip of paper. 
Homes are insulated, books are 
published. Gifts are wrapped, 
products are packaged, money is 
exchanged—all with paper. 

And using paper to document 
each transaction, commercial 
banks help finance the paper 
industry’s progress. 


With loans and financial serv- 
ices, banks help the paper indus- 
try buy pulpwood, turn it into 
finished paper and produce and 
distribute everything from news- 
print to paper towels. 

The Chase Manhattan Bank 
of New York, a leading lender 
to business and industry, is one 
of the many commercial banks 


helping paper to better serve all 
America. 


THE 
CHASE 


MANHATTAN 
BANK 


Chartered in 1799 
Member Federal Deposit Insurance Corporation 
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